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A Blueprint for a Better Fiscal System 


by JOHN W. HANEs, Chairman, The Tax Foundation 


WENTY years ago — when the Federal government’s annual expenditures were less than 
$4 billion and the gross national debt approximately $23 billions — some of its fiseal 


concepts were already archaic. 


Today — 1949 — with annual expenditures approximating $40 billions and the national 
debt estimated at $251.8 billions, these fiscal operations, many stemming from the time of 


Alexander Hamilton, are -totally inadequate. 


Present budgeting and accounting _pro- 
cedures confuse the Congress and make effec- 
tive administration almost impossible of 


attainment. 

For years, sporadic “cures” have been attempted, 
but far from curing the evils, these efforts have 
only compounded confusion. Today, our nation’s 
fiscal picture shows serious weaknesses that pene- 
trate into the heart of every governmental trans- 
action. 

The most recent and thorough-going effort made 
to bring order out of this chaos in the budgeting, 
accounting and related fields was undertaken by 
“task forces” of the Commission on Organization 
of the Executive Branch of the Government (more 
familiarly known as the Hoover Commission). 

Now, after many months of study, these task 
forces have recommended to the full Commission 
and a majority of that group has recomended to 
the Congress, an admirably reasoned, carefully 
thought out plan for reorganization of our fiscal 
machinery. 

If the recommendations are adopted, not only 
will they provide up-to-date budgetary, accounting 
and auditing control, but more important, they will 
reduce the cost of government and aid the taxpayer, 
as well as his President and legislators, to deter- 
mine just how and where the tax dollar is being 
spent. 

Presently, the national budget is a “vast jungle 
of unintelligible figures”, as one writer has termed 
it. The 1949.50 document for instance, contains 
1,625 closely-printed pages, with about one million 
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and a half words and thousands of specific appro- 
priations items. 

Let us see how this came about — how a docu- 
ment and its parent department, originally designed 
to carry out an important governmental function, 
departed from the original intent so that the docu- 
ment no longer efficiently performs the duties 
assigned to it. 


For its first 18 years the Bureau of the Budget 
was housed in the Treasury Department. It had a 
small staff, about 40 or 50 persons most of this 
time, not highly specialized, but generally working 
on whatever budget problems seemed most impor- 
tant at the moment. 


Staff Expansion Begins 


Then in 1939, the Bureau was transferred to the 
Executive Office of the President and immediately 
began to expand. Within the next five years or so 
its staff grew to over 600 persons. 


By this time, the Bureau was much more than 
an agency to a:sist the President in the formulation 
of his budget and in the review, of current fiscal 
expenditures. It now studied the relationship of 
budget policy to economic trends; analyzed the 
administrative implications of - proposed legisla- 
tion; controlled the forms and questionnaires used 
in compiling statistical and other data and supplied 
general information in the broad field of executive 
and administrative affairs. 


It grew to a point where it had five principal 
divisions: estimates, fiscal and economic matters, 
legislative reference, administrative management 
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and statistical standards. It even had a field service 
operating generally in an area east of the 
Mississippi. 

Now with the internal trappings of power, and 
much of the impeding paraphernalia and red tape 
of the older operating bureaus, it no longer moves 
with a desirable degree of flexibility. Its staff now 
numbers hundreds, with salaries aggregating more 
than $3 million. 

Now there is a tendency to give each division 
head, or each group head, a kind of vested interest 
in the domain and staff of his unit, a prerogative 
jealously guarded. Additionally, and differing from 
its original set-up, there has been a great tendency 
lo overspecialization. 

Not too long ago, an investigation of the Bureau 
by the House Appropriations Committee indicated 


ee e-ee-e-e--- 


should largely be merged and ‘redistributed on a 
functional basis tc handle the estimates and budget 
review work. 

There should be a small general staff on fiscal 
policy at the level of the Budget Director, which, 
with the Director, would make policy decisions. 
Grouped around the Budget Director’s office would 
be a few small, flexible staff units, working on the 
form and preparation of the budget document and 
materials. 


The departmental and agency budget offices 
should be strengthened by loaning or transferring 
to them members of the Budget Bureau’s staff, 
thus pushing back to the departmental level much 
of the work on detailed estimates now done within 
the Bureau. The proposed overhauling would also 
see the elimination of the Bureau’s Field Service. 


JOHN W. HANES, chairman of the Tax Foundation, is an expert on 


finance and corporation management problems. He served recently as 


chairman of the Hoover Commission’s “task force” which inquired into 


the fiscal, budgeting, and accounting functions of the U.S. Government. 


Mr. Hanes is a former assistant and under-secretary of the Treasury and 


has also been a member of the Securities and Exchange Commission. 





that less than half of its personnel was engaged in 
doing its main job—preparing and administering 
the budget for the President. 

The Bureau, among other faults, has given only 
passing attention since 1921 to the present appro- 
priation structure. No effort has been made to pre- 
sent needed information to Congressional Com- 
mittees, so that they may act judiciously in their 
authorizations for appropriations. And liitle has 
been done, to modernize the budget. or to make it 
an informative presentation of the government's 
vast fiscal program. 


How can this be remedied? Largely through 
refashioning the whole budgetary concept of the 
government by adoption of a budget based upon 
functions, activities and projects. In addition, the 
Bureau’s existing organization should be_thor- 
oughly overhauled. 


By way of renovation, the Bureau should be 
established as an integrated staff working on the 
essential job of formulating and executing the 
budget. The bureaucratic lines and official insula- 
tion within the divisions should be abolished, par- 
ticularly as between and within the estimates, ad- 
ministrative and fiscal groups, and their staffs 
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for, as at present organized and operated, it is 
undoubtedly the least productive of all the Bureau's 
units, 


To turn to the budget phase of the problem it- 
self, a more simple, understandable and satisfactory 
budget plan must be worked out. This means junk- 
ing the present ponderous document and recasting 
it along the lines of a work program. 


The program or “performance” budget proposed 
by the Commission would concentrate attention 
upon the general character and relative importance 
of the work to be done or the service to be ren- 
dered, rather than focusing on the things to be 
acquired by the departments and agencies such as 
personal services, contractual services, materials, 
supplies, equipment, etc. 

“Performance” budgeting would give more com- 
prehensive and reliable information to the Presi- 
dent, the Congress and the general public. It would 
aid the individual Congressman to understand what 
the government is doing, how much it is doing 
and most important, what the costs are. 

Further, a “performance” budget would mean 
that the estimates of actual expenditures of the 
completed fiscal year would supply a basis for 
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measurement of performance and aid the com- 
mittees in determining whether costs are dispro- 
portionate to results. 

As a further aid to comprehensive budget dis- 
cussion between the President and Congress, it is 
suggested that the Budget Director or other key 
staff members of the Bureau might explain the 
budget as a whole to the Appropriations, Finance, 
and Ways and Means Committees of both houses of 
Congress or to joint subcommittees. 


Improving the Accounting System 


Turning now to another phase of the task forces’ 
investigations, it is abundantly clear that policies 
and methods in the handling of government funds 
must be clearly defined and responsibilties firmly 
fixed. One of the first steps toward economy in 
governmental operations should be improvement 
of the accounting system. 


At the present time, there is no place in the 
government where the whole financial picture can 
be seen. While there is much duplication of 
account-keeping, a complete set of books is not 
kept anywhere. 

Tracing this situation back a few years we find 
that the setting up of the General Accounting Office 
in 1921, designed to provide Congress with a criti- 
cal check upon expenditures made under Congres- 
sional appropriations, has not worked out as orig- 
inally planned. 


The Executive Branch of the government should 
have the authority to prescribe administrative 
accounting systems and to settle and adjust all 
claims. Instead, these are now functions of the 
GAO over which the President has virtually no 
control. 


This improper distribution of fiscal authority has 
hampered the President and, even worse, has pre- 
vented the GAO from becoming a powerful Con- 
gressional aid in ferreting out extravagance and 
misuse of funds and in making the Executive 
accountable for the execution of his budget. 


During the last few years, two proposals were 
made to change this set-up. President Hoover in 
1932 asked Congress to approve a plan to transfer 
from the GAO to the Budget Bureau, the account- 
ing supervision and administrative pre-auditing 
work of that Office. 

Five years later, the President's Committee on 
Administrative Management recommended that the 
authority to propose administrative accounting 
systems and to settle and adjust all claims should 
be transferred from the GAO to the Treasury. 


In spite of recommendations for change and 
the original intent of the act setting up the GAO, 
this office has spent its time mainly in auditing and 
settling millions of vouchers and claims which 
have already been administratively audited and 
paid, and in arguing in the minutest detail over 
what was fitting and proper to be paid. 

To place all these functions in their proper re- 
lation to each other both from an economical 
and business-like standpoint, our task force has 
recommended the setting up of a central account- 
ing office under the direction of a chief accounting 


officer, to be known as the “Accountant General of 


the United States”. He would be named for a 
15-year period without the privilege of reappoint- 
ment and at a salary not less than $25,000 per 
year. 

He would be charged with the duty of develop- 
ing an effective plan of central and financial con- 
trol and reporting, as well as with installing a 
uniform system of accounting. No one is presently 
charged with the duty of developing such a plan, 
nor has anyone the authority to install it, or to 
compel compliance with its provisions. 


Accrual Basis Best 


Perhaps of greatest importance, this oflicer would 
be charged with seeing that the government’s 
accounting system, now largely conducted on a 
cash basis, be placed on an accrual basis. 


Full, current budget information is afforded 
under an accrual basis. A basis of accounting that 
never shows the government’s true picture of re- 
ceipts and expenditures for any year is thoroughly 
inappropriate to the government’s needs. 


There can be no hope that Congress (or the tax- 
payer) ever will be clearly enough informed con- 
cerning the financial affairs of the government, 
since the existing accounting system simply does 
not lend itself to preparation of the kind of finan- 
cial reports that Congress, the people and the 
administration ought to have. 

As an additional step, it is recommended that 
the Comptroller General be relieved of all duties 
that make him a party to decisions and determina- 
tions other than those pertaining to the activities 
of his own office. 


Right now the Comptroller General is cast in 
a dual role which makes it impossible for him to 
function with complete independence as the nation’s 
auditor. 


Instead of mere checking of the vouchers of 
the department and agencies, it is recommended 
that the Comptroller General be required and 
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empowered to broaden the scope of his activities by 
making commercial-type audits of all these depart- 
ments and agencies as well as by reporting faulty 
accounting wherever and whenever he finds it. 

The present requirements that such vouchers and 
their supporting documents be sent to the GAO 
for checking, involves a tremendous waste of 
paper, time and the taxpayers’ money. It means 
that freight carloads of vouchers from all over 
the nation must be hauled to Washington for ex- 
amination. Over $30 million a year is necessary 
to operate the GAO on the present scale. 


By making “on-the-site” audits, the need for, 


shipping these millions of vouchers would be 
eliminated. It would save on the handling, packing 
and transportation charges now paid by the govern- 
ment. As an example, there were on hand as of 
July 1, 1946, a total of 32,178,238 unaudited fiscal 
officers’ vouchers. During fiscal 1947, 20,562,767 
vouchers were received, making a total of 52.741.- 
005. During fiscal 1947, 34,724,135 were audited, 
leaving 18,016,870 unaudited vouchers on hand as 
of June 30, 1947. 


Saving Through "On-Site" Audits 


By adoption of such “on-the-site” 
departments and agencies would not have to for- 
ward their vouchers and other documents and the 
need for a special purpose building—now sched- 
uled to be constructed for the GAO at a cost of 
approximately $25 million—would be eliminated. 


audits, the 


To carry forward still another step the simplifi- 
cation of accounting functions, the designation of 
Comptroller General of the United States should 
be changed to “Auditor General of the United 
States.” Such a title would make it clear that he is 
an auditing officer of the government. The present 
holder of the Comptroller General’s office, assum- 
ing the new title, would continue to serve until his 
term expires: Thereafter, a professional accountant 
would be named for a 15-year term at a salary of 
$25,000 a year. This “auditor general” would not 
be eligible for reappointment. 


As the holder of such an office and with the re- 
organization of the GAO, the “auditor general” 
would confine his duties mainly to current post 
audits of the financial transactions, accounts and 
reports of agencies receiving and disbursing Fed- 
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eral grants and contributions, as well as those of 
the executive departments, governmental corpora- 
tions and the proposed Central Accounting Office. 
Additionally, this ofice would be the investigating 
agency of the Congress in all matters relating to 
the receipt and application of funds. 

Lack of coordination between accounting and 
budget administration is one of the most serious 
defects of the present fiscal situation. A long step 
toward cure of this deficiency could be taken by 
making the departmental controllers, not only the 
accounting officers but also the budget officers of 
their respective organizations. 

One additional step—provision for a Congres- 
sional review of the audit findings—would com- 
plete the auditing procedure and make it an effec- 
tive instrument in establishing the accountability 
of the President for execution of the budget. Such 
a review might be conducted by a joint committee 
of the Congress. Such a review should represent 
the collective interests of the financial committees 
of both houses. The committee should have an 
independent status and be able to sit not only 
when Congres is in session, but at least quarterly 
during intervening periods. 

This would keep the President constantly in 
touch with the decisions and criticisms of the joint 
committee and in a position to take action in all 
cases not requiring legislation. It would provide 
Congress with a more satisfactory means of check- 
ing on the financial operations of the government, 
of enforcing accountability on the part of the 
President and the administrative officers for their 
functions. 


The exact amount of savings accomplished for 
the American taxpayer through adoption of these 
measures is uncertain at this time in dollars and 
cents, but there can be no question of the end 
result—a thorough modernization of the govern- 
ment’s fiscal structure. 

The way to accomplishment of these suggested 
reforms will not be easy. It will be long and 
difficult since vast, selfish interests are involved 
by the very nature of these recommendations. Only 
a powerful public opinion, backed by strong Presi- 
dential pressure, can push them through. They are 
now the only means of relieving the taxpayer of 
his already-too-heavy burden of Federal costs. 
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